Salaried GPs have tax and superannuation deducted from their pay before they receive it. Work-based expenses, such as Medical Defence Union (MDU) and Medical Protection Society (MPS) fees are claimable. If these fees are paid personally, and not by the employing practice, then the tax suffered on these expenses can be reclaimed by a short letter to HM Revenue & Customs (HMRC). National Insurance (NI) contributions are higher as a salaried GP. Class 1 National Insurance payment is 12% of a salaried income between £7592 and £42 484. This is 3% higher than when self-employed. When you become self-employed you have to tell HMRC within 3 months of your starting date or could face a penalty. HMRC will then send you something called a Unique Taxpayer Reference (UTR), issue you with a tax return to complete and start deducting Class 2 National Insurance (currently £2.65 per week). Being selfemployed means you will have to complete a tax return each year to declare all of your income earned in the year to the 5 April. This will have to be filed with HMRC by the following 31 January. They will continue sending returns every year until you tell them that you have stopped self-employed work.
Tax payments
Tax payments themselves are broken down into three instalments. There are two payments on account, one on 31 January and the other on 31 July. Each is half of your previous years' self-assessment tax bill. The third instalment is a balancing payment in the following January, which is the difference between what you have already paid under the payments on account and the amount you owe on your tax return.
The idea of the system is that you will roughly pay half your tax every 6 months. However, in your very first year, as you have no previous years self-assessment bill to make any payments on account, your first tax bill will be any tax that you owe plus your first payment on account for the following year. So when saving for your first tax bill ensure you save for one and a half tax bills.
The tax included in the payments is actually made up of two different taxes. The first, Income Tax, is worked out through various bands (Table 1) depending on how much you earn.
For any earnings over £100 000 you lose 50p of your personal allowance for each additional £1 you earn. The other tax you pay is Class 4 National Insurance (Table 2) , which is also worked out on a banding system.
Claiming expenses
The major benefit of being self-employed is that the definition of what you are allowed to claim for as a tax deductions is 'any expense that is wholly and exclusively for your business'. Compare this to the situation when you are employed when the definition is 'wholly, exclusive and necessary', meaning you can only claim for professional subscriptions to professional bodies, such as MDU and MPS, and business mileage expenses.
Because of this change you can now claim for many more expenses that you use from day to day. The biggest one by far is your motoring costs. When you are selfemployed most of the costs of running your car can be claimed as business use.
The list of items that you can claim for is very long, but if it meets the 'wholly and exclusive' test then it will probably be allowed. When you are employed, your pension is deducted from your pay automatically before you are taxed. When you are self-employed you will still get tax relief on your pension payments you make, but it will be via your tax return.
NHS
As a locum for an NHS body you will be required to complete the Locum Forms A and B (available from the NHS pensions website www.nhsbsa.nhs.uk/Pensions/ 2665.aspx). On Form A, the practice confirms the dates you worked and the gross amounts that you were paid. Form B is used to work out how much pension contributions you will need to make to your primary care organisation. It is preferable if you complete these forms on a monthly basis.
Form B works out your superannuation payments by adding up all your gross pay for the month, knocking off 10% (to reflect some of the expenses you have incurred) to give you your pensionable income. Your pensionable income is then multiplied by your pension contribution rate to work out the amount you need to pay.
Your pension contribution rate is based on your total pensionable earnings for the year, so you will need to add any NHS salary on to the 90% of your gross locum payments for the year. The pension rate is not a banding system and the rate will then be applied to all of your NHS income. If you pay for added years or added pensions then you will need to add this on top of these payments (see Table 3 ). As a partner, you will be entitled to a share in the practice 'profits'. Profits are simply the surplus for a year (all income earned less expenses). This surplus can then be taken out by the partners as drawings. Profits can be split in any way, but most practices split their profits via profit-sharing ratios that tie into their contribution to the practice. Shares can also be fixed, so that one partner could receive a set amount. It is also common to allocate some income or expenses to individual partners before the rest of the surplus is divided up. This sometimes happens with individual GP's Seniority Payments.
Keeping records as a locum
These are called 'prior allocations of profit'.
When you first become a partner, the share that you are entitled to may be limited in the first few months. It may then rise to be on a par with the other partners in the practice. This period is called 'working to parity' and ... However, before you join a practice, you must first realise that as you are no longer on a fixed income, the practice profits may go up or down and if the practice is run poorly it could leave you with less income than when you joined. This, and the other factors discussed above, makes it all the more important that you know how to read the practice accounts, so you know what you are taking on.
Reviewing partnership accounts
The partnership accounts are split into two main documents; the first is the profit and loss account and shows you a summary of the income and expenditure throughout the period. The accounts include all the income that has been earned and all the expenses incurred, together with a cost of expensive equipment that may be written off over a few years. Because of this, the net profit figure will not simply be the change in the balance of the bank account.
The profit and loss account is the best way to see the performance of the practice compared against the prior year's results. You will start to see trends appearing or unexplained differences that you will want to investigate. These sorts of things give you a true picture of what has happened to a practice during the year and helps you to predict what will happen in the future.
The profit is the amount that can now be split up among the partners by their partnership shares and prior allocations. By looking at the profits and understanding the shares you can get an idea of what you will be likely to draw out of the practice over the year. Remember that you will have to pay your tax, employee's (rates from The balance sheet is the other key document. This document is a snapshot of all the things the practice owns, is owed to the practice and what it owes. The idea is if the practice was closed on that day then the total of the balance sheet would be what would be left over when everything is completed. This balance is then split between each of the partners, into what is called their current accounts.
Partner's current accounts
The current accounts represent the amount of money the partners have invested in the practice. Without this money the practice would have nothing in the bank in order to meet day-to-day expenses. It is often referred to as the 'grease that keeps the machine going'. Like with any machine analogy, if the machine does not have enough grease then it will seize up, so when reviewing this document always look at the levels of the current accounts to see if they are adequate. The bigger the practice the higher the overall level will have to be in order to keep everything going.
When joining a practice you will have to put some of your own money in as the other partners have done. Some may ask you to build up your balance by not drawing out your full profit share until you have reached a set figure, while others may require you to put in a sum up-front. Both of these processes are called 'buying in'.
The practice premises may be a separate issue. You do not have to buy the building in order to be a partner, nor do the ownership ratios of the building have to be the same as the practice profit-sharing ratios. If you do buy part of the premises you will be entitled to a share of the notional rent received from the primary care . Table 4 . Tips for recording your self-employeed income and expenses.
Expenses
You may wish to take out a separate credit card, which you use purely for business expenses. This way, when you get to the end of the tax year all your business expenses will be recorded for you on 12 monthly statements; you will only need to keep the receipts for further reference
Income
It is important to keep a copy of invoices that you send out for the sessions that you are working, but it is just as important to keep a record of when these invoices have been paid! 
Partnership tax
When you are a partner you are taxed on your individual profit share, not the amount that you have taken out of the practice. This will be included on your tax return after a few adjustments that your accountant will make. One of the adjustments will be to include your personal expenses that you have incurred on behalf of the practice. These will be very much like the expenses that we looked at earlier which were 'wholly and exclusively' incurred on behalf of the practice.
In addition to your personal tax return, the partnership will have a tax return to complete as well. If this return is not completed by the 31 January then all the partners will receive a penalty.
In summary, the key points to remember are:
. Notify HMRC of self-employment within 3 months, otherwise there is a £100 penalty . Save for one and a half tax bills in your first year . Keep good records and receipts of income and expenses . Do your superannuation forms monthly . Know the tax payment dates . Submit your tax return early
